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TABLE—Continued

If the integration or offset level is The permitted dis-
parity factor is 

175 percent of covered compensation 0.53 percent 
200 percent of covered compensation 0.47 percent 
The taxable wage base or final aver-

age compensation.
0.42 percent 

(B) Interpolation. If the integration or 
offset level used under a plan is be-
tween the percentages of covered com-
pensation in the table, the permitted 
disparity factor applicable to the plan 
can be determined either by straight-
line interpolation between the per-
mitted disparity factors in the table or 
by rounding the integration or offset 
level up to the next highest percentage 
of covered compensation in the table. 

(10) Examples. The following examples 
illustrate this paragraph (d). Unless 
otherwise provided, the following facts 
apply. The plan is noncontributory and 
is the only plan ever maintained by the 
employer. The plan uses a normal re-
tirement age of 65 and contains no pro-
vision that would require a reduction 
in the 0.75-percent factor under para-
graph (b)(2) or (b)(3) of this section. In 
the case of an offset plan, the plan pro-
vides that an employee’s final average 
compensation is limited to the employ-
ee’s average annual compensation. 
Each example discusses the benefit for-
mula applicable to an employee who 
has a social security retirement age of 
65.

Example 1. (a) Plan M is a defined benefit 
excess plan that uses the calendar year as its 
plan year. For the 1989 plan year, the plan 
uses an integration level of $20,000, which is 
118 percent of the 1989 covered compensation 
of $16,968 for an individual reaching social se-
curity retirement age in 1989. The plan may 
use that integration level without satisfying 
paragraph (d)(8) of this section, provided the 
adjustment to the 0.75-percent factor re-
quired under paragraph (d)(6) of this section 
is made. That adjustment is the lesser of the 
factor determined under paragraph (d)(9) of 
this section or 80 percent of the factor other-
wise applicable under paragraph (b)(2) or 
(b)(3) of this section. 

(b) The plan determines the factor under 
paragraph (d)(9) of this section by comparing 
the integration level to the covered com-
pensation of an individual attaining social 
security retirement age in the calendar year 
in which the plan year begins and by round-
ing the integration level up to 125 percent of 
that covered compensation amount. The 0.75-

percent factor is therefore replaced by 0.69 
percent pursuant to the table in paragraph 
(d)(9) of this section. The 0.69–percent factor 
is 92 percent of the 0.75-percent factor. Be-
cause the lesser of 80 percent and 92 percent 
is 80 percent, the 0.75-percent factor is re-
duced to 0.6 percent (80 percent of 0.75 per-
cent) under paragraph (d)(6) of this section. 
The 0.6–percent factor applies to benefits 
commencing at age 65 for an employee with 
a social security retirement age of 65. In de-
termining normal retirement benefits for 
employees with social security retirement 
ages of 66 or 67, the applicable factors for 
benefits commencing at age 65 are, respec-
tively, 0.56 percent (80 percent of 0.7 percent) 
and 0.52 percent (80 percent of 0.65 percent). 

(c) The plan could also determine the fac-
tor under paragraph (d)(9) of this section by 
comparing the integration level to the cov-
ered compensation of each employee under 
the plan, or by straight line interpolation be-
tween the disparity factors contained in the 
table in paragraph (d)(9) of this section, or 
both. (Of course, if the plan satisfied para-
graph (d)(8) of this section, the plan could 
use the factor determined under paragraph 
(d)(9) of this section.)

Example 2. (a) Plan N, an accumulation 
plan, is a defined benefit excess plan that, for 
each year of service up to 35, accrues a nor-
mal retirement benefit of 1 percent of plan 
year compensation up to the taxable wage 
base, plus 1.75 percent of plan year com-
pensation above the taxable wage base, for 
each year of service up to 35. An employee’s 
total retirement benefit is the sum of the ac-
cruals for all years. The plan satisfies para-
graph (d)(8) of this section. 

(b) Because the plan uses the taxable wage 
base (an amount above covered compensa-
tion) as the integration level, it must reduce 
the 0.75-percent factor in the maximum ex-
cess allowance as required under paragraphs 
(d)(5) and (d)(9) of this section. The reduced 
factor, if determined on a plan-wide basis 
under paragraph (d)(9)(iii)(A) of this section, 
is 0.42 percent. The plan must therefore re-
duce the disparity in the plan so that it does 
not exceed 0.42 percent.

Example 3. (a) For the 1990 plan year, Plan 
O provides a normal retirement benefit of 2 
percent of average annual compensation, 
minus a percentage of final average com-
pensation up to $48,000, for each year of serv-
ice up to 35. The plan satisfies paragraph 
(d)(8) of this section. As permitted under 
paragraph (d)(9) of this section, the plan pro-
vides that each employee’s offset percentage 
is determined by comparing $48,000 to the 
employee’s covered compensation and by 
rounding the result up to the next highest 
percentage of covered compensation. 

(b) Employee A has a social security retire-
ment age of 66 and covered compensation of 
$40,000. Because the plan provides for com-
mencement of Employee A’s benefit at age 
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65, the 0.75-percent factor in the maximum 
offset allowance is reduced to 0.7 percent 
under paragraph (e)(1) of this section (the 
‘‘paragraph (e) factor’’). In addition, because 
$48,000 is rounded up to 125 percent of Em-
ployee A’s covered compensation, the 0.75-
percent factor in the maximum offset allow-
ance is reduced to 0.69 percent under para-
graph (d)(9) of this section (the ‘‘paragraph 
(d) factor’’). The reductions are cumulative 
under paragraph (b)(3)(ii) of this section. 

(c) The cumulative reductions can be made 
by multiplying the paragraph (e) facdtor by 
the ratio of the paragraph (d) factor to 0.75 
percent or by multiplying the paragraph (d) 
factor by the ratio of the paragraph (e) fac-
tor to 0.75 percent. The disparity factor for 
Employee A is therefore 0.64 percent ((0.7 
percent×0.69 percent/0.75 percent) or (0.69 per-
cent×0.7 percent/0.75 percent)).

Example 4. Plan P is an offset plan that 
uses the calendar year as the plan year and 
uses an offset level of each employee’s final 
average compensation. Assume that the tax-
able wage bases for 1990–1992 are the fol-
lowing:

1990—$51,300
1991—$53.400
1992—$58,000

Employee B’s final average compensation, 
determined as of the close of the 1992 plan 
year, is the average of Employee B’s annual 
compensation for the period 1990–1992. Em-
ployee B’s annual compensation for each 
year is the following:

1990—$47,000
1991—$59,000
1992—$65,000

For purposes of determining the offset ap-
plied to Employee B’s employer-provided 
benefit under the plan. Employee’s B’s final 
average compensation as of the close of the 
1992 plan year is $52,800 ($47,000 + $53,400 + 
$58,000/3). This is because annual compensa-
tion in excess of the taxable wage base in ef-
fect at the beginning of the year may not be 
taken into account in determining an em-
ployee’s final average compensation or in de-
termining the employee’s offset. If the plan 
determines the offset applied to Employee 
B’s benefit by reference to compensation in 
excess of $52,800, the plan fails to satisfy this 
paragraph (d).

(e) Adjustments to the 0.75-percent fac-
tor for benefits commencing at ages other 
than social security retirement age—(1) In 
general. The 0.75-percent factor in the 
maximum excess allowance and in the 
maximum offset allowance applies to a 
benefit commencing at an employee’s 
social security retirement age. Except 
as provided in paragraph (g) of this sec-
tion, if a benefit payable to an em-
ployee under a defined benefit excess 

plan or a defined benefit offset plan 
commences at an age before the em-
ployee’s social security retirement age 
(including a benefit payable at the nor-
mal retirement age under the plan), 
the 0.75-percent factor in the maximum 
excess allowance or in the maximum 
offset allowance, respectively, is re-
duced in accordance with paragraph 
(e)(2)(i) of this section. If a benefit pay-
able to an employee under a defined 
benefit excess plan or a defined offset 
plan commences at an age after the 
employee’s social security retirement 
age, the 0.75-percent factor in the max-
imum excess allowance or in the max-
imum offset allowance, respectively, 
may be increased in accordance with 
paragraph (e)(2)(ii) of this section. 
Paragraph (e)(4) of this section pro-
vides rules on the age at which a ben-
efit commences. See paragraph (f) of 
this section for the requirements appli-
cable to optional forms of benefit. 

(2) Adjustments—(i) Benefits com-
mencing on or after age 55 and before so-
cial security retirement age. If benefits 
commence before an employee’s social 
security retirement age, the 0.75-per-
cent factor in the maximum excess al-
lowance and in the maximum offset al-
lowance must be reduced for such early 
commencement of benefits in accord-
ance with the tables set forth in para-
graph (e)(3) of this section. 

(ii) Benefits commencing after social se-
curity retirement age and on or before age 
70. If benefits commence after an em-
ployee’s social security retirement age, 
the 0.75-percent factor in the maximum 
excess allowance and in the maximum 
offset allowance may be increased for 
such delayed commencement of bene-
fits in accordance with the tables set 
forth in paragraph (e)(3) of this section. 

(iii) Benefits commencing before age 55. 
If benefits commence before the em-
ployee attains age 55, the 0.75-percent 
factor in the maximum excess allow-
ance and in the maximum offset allow-
ance is further reduced (on a monthly 
basis to reflect the month in which 
benefits commence) to a factor that is 
the actuarial equivalent of the 0.75-per-
cent factor, as adjusted under the ta-
bles in paragraph (e)(3) of this section, 
applicable to a benefit commencing in 
the month in which the employee at-
tains age 55. In determining actuarial 
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equivalence for this purpose, a reason-
able interest rate must be used. In ad-
dition, a reasonable mortality table 
must be used to determine the actu-
arial present value, as defined in 
§ 1.401(a)(4)–12, of the benefits com-
mencing at age 55 and at the earlier 
commencement age, and a reasonable 
mortality table may be used to deter-
mine the actuarial present value at the 
earlier commencement age of the bene-
fits commencing at age 55. A standard 
interest rate and a standard mortality 
table, as defined in § 1.401(a)(4)–12, are 
considered reasonable. 

(iv) Benefits commencing after age 70. If 
benefits commence after the employee 
attains age 70, the 0.75-percent factor 
in the maximum excess allowance and 
in the maximum offset allowance may 
be further increased (on a monthly 
basis to reflect the month in which 
benefits commence) to a factor that is 
the actuarial equivalent of the 0.75-per-
cent factor (as adjusted in accordance 
with this paragraph (e)) applicable to a 
benefit commencing in the month in 
which the employee attains age 70. In 
determining actuarial equivalence for 
this purpose, a reasonable interest rate 
must be used. In addition, a reasonable 
mortality table must be used to deter-
mine the actuarial present value, as de-
fined in § 1.401(a)(4)–12, of the benefits 
commencing at age 70 and at the later 
commencement age, and a reasonable 
mortality table may be used to deter-
mine the value at the later commence-
ment age of the benefits commencing 
at age 70. A standard interest rate and 
a standard mortality table, as defined 
in § 1.401(a)(4)–12, are considered reason-
able. 

(3) Tables. Tables I, II, and III provide 
the adjustments in the 0.75-percent fac-
tor in the maximum excess allowance 
and in the maximum offset allowance 
applicable to benefits commencing on 
or after age 55 and on or before age 70 
to an employee who has a social secu-
rity retirement age of 65, 66 or 67. 
Table IV is a simplified table for a plan 
that uses a single disparity factor of 
0.65 percent for all employees at age 65. 
The factors in the following tables are 
applicable to benefits that commence 
in the month the employee attains the 
specified age. Accordingly, if benefits 
commence in a month other than the 

month in which the employee attains 
the specified age, appropriate adjust-
ments in the 0.75-percent factor in the 
maximum excess allowance and the 
maximum offset allowance must be 
made. For this purpose, adjustments 
may be based on straight-line inter-
polation from the factors in the tables 
or in accordance with the methods of 
adjustment specified in paragraphs 
(e)(2)(iii) and (iv) of this section.

TABLE I 
[Social security retirement age 67] 

Age at which benefits 
commence 

Annual factor in maximum 
excess allowance and max-

imum offset allowance 
(percent) 

70 1.002
69 0.908
68 0.825
67 0.750
66 0.700
65 0.650
64 0.600
63 0.550
62 0.500
61 0.475
60 0.450
59 0.425
58 0.400
57 0.375
56 0.344
55 0.316

TABLE II 
[Social security retirement age 66] 

Age at which benefits 
commence 

Annual factor in maximum 
excess allowance and max-

imum offset allowance 
(percent) 

70 1.101
69 0.998
68 0.907
67 0.824
66 0.750
65 0.700
64 0.650
63 0.600
62 0.550
61 0.500
60 0.475
59 0.450
58 0.425
57 0.400
56 0.375
55 0.344

TABLE III 
[Social security retirement age 65] 

Age at which benefits 
commence 

Annual factor in maximum 
excess allowance and max-

imum offset allowance 
(percent) 

70 1.209
69 1.096
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TABLE III—Continued
[Social security retirement age 65] 

Age at which benefits 
commence 

Annual factor in maximum 
excess allowance and max-

imum offset allowance 
(percent) 

68 0.996
67 0.905
66 0.824
65 0.750
64 0.700
63 0.650
62 0.600
61 0.550
60 0.500
59 0.475
58 0.450
57 0.425
56 0.400
55 0.375

TABLE IV 
[Simplified table] 

Age at which benefits 
commence 

Annual factor in maximum 
excess allowance and max-

imum offset allowance 
(percent) 

70 1.048
69 0.950
68 0.863
67 0.784
66 0.714
65 0.650
64 0.607
63 0.563
62 0.520
61 0.477
60 0.433
59 0.412
58 0.390
57 0.368
56 0.347
55 0.325

(4) Benefit commencement date—(i) In 
general. Except as provided in para-
graph (e)(4)(ii) of this section, a benefit 
commences for purposes of this para-
graph (e) on the first day of the period 
for which the benefit is paid under the 
plan. 

(ii) Qualified social security supple-
ment. If a plan uses a qualified social 
security supplement, as defined in 
§ 1.401(a)(4)–12, to provide an aggregate 
benefit at retirement before social se-
curity retirement age that is a uniform 
percentage of average annual com-
pensation, benefits will be considered 
to commence on the first day of the pe-
riod for which the qualified social secu-
rity supplement is no longer payable. 
In order for this paragraph (e)(4)(ii) to 
apply, the uniform percentage must be 
equal to the excess benefit percentage 

in the case of an excess plan or the 
gross benefit percentage in the case of 
an offset plan. 

(5) Examples. The following examples 
illustrate this paragraph (e). Unless 
otherwise provided, the following facts 
apply. The plan is noncontributory and 
is the only plan ever maintained by the 
employer. The plan uses a normal re-
tirement age of 65 and contains no pro-
vision that would require a reduction 
in the 0.75-percent factor under para-
graph (b)(2) or (b)(3) of this section. In 
the case of a defined benefit excess 
plan, the plan uses each employee’s 
covered compensation as the integra-
tion level; in the case of an offset plan, 
the plan uses each employee’s covered 
compensation as the offset level and 
provides that an employee’s final aver-
age compensation is limited to the em-
ployee’s average annual compensation. 
Each example discusses the benefit for-
mula applicable to an employee who 
has a social security retirement age of 
65.

Example 1. Plan M is a defined benefit ex-
cess plan that, for an employee with a social 
security retirement age of 65, provides a nor-
mal retirement benefit of 1.25 percent of av-
erage annual compensation up to the inte-
gration level, plus 2.0 percent of average an-
nual compensation in excess of the integra-
tion level, for each year of service up to 35. 
For an employee with at least 20 years of 
service, the plan provides a benefit com-
mencing at age 55 that is equal to the benefit 
payable at age 65. For that employee, the 
disparity provided under the plan at age 55 is 
0.75 percent (2 percent–1.25 percent). Because 
this disparity exceeds the 0.375 percent fac-
tor provided in the table for a benefit pay-
able at age 55 to an employee with a social 
security retirement age of 65, the plan fails 
to satisfy paragraphs (b) and (e) of this sec-
tion with respect to the early retirement 
benefit.

Example 2. Assume the same facts as in Ex-
ample 1, except that the base benefit percent-
age under the plan is 1.75 percent. Thus, the 
disparity provided under the plan at age 55 is 
0.25 percent (2 percent–1.75 percent). Because 
the disparity does not exceed the 0.375 per-
cent factor provided in the table for a benefit 
payable at age 55 to an employee with a so-
cial security retirement age of 65, the plan 
does not fail to satisfy paragraphs (b) and (e) 
of this section with respect to the early re-
tirement benefit.

Example 3. Plan N is an offset plan that, for 
an employee with a social security retire-
ment age of 65, provides a normal retirement 
benefit of 1.75 percent of average annual 
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